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March  1,2004 

To  the  Honorable  Members  of  the  General  Court  and  the  Citizens  of  the  Commonwealth: 

Central  to  the  Division's  mission  to  protect  insurance  consumers  and  maintain  stable  markets  is  the  task 
of  ensuring  that  insurers  remain  financially  viable  so  they  may  follow  through  with  their  responsibilities 
to  policyholders.  The  ongoing  review  of  insurers'  solvency  is  largely  accomplished  through  the  work  of 
the  Division's  Financial  Examination  and  Surveillance  staffs.  I  am  pleased  to  report  that  the  quality  of 
their  work  was  recognized  in  2003  by  the  National  Association  of  Insurance  Commissioners,  which 
approved  a  full  5-year  re-accreditation  to  the  Division  for  its  work  in  reviewing  financial  solvency. 

Recognizing  adverse  market  trends  and  responding  in  an  effective,  collaborative  manner  is  another 
regulatory  responsibility.  In  2003,  the  Division  undertook  a  review  of  the  private  passenger  automobile 
insurance  residual  market  and  its  impact  on  existing  insurers,  acknowledging  the  exit  of  several  insurers 
from  this  market  in  recent  years  and  the  further  erosion  of  options  for  consumers.  The  Division 
investigated  brokers  who  allegedly  engaged  in  the  sale  of  unauthorized  health  plans  in  Massachusetts.  At 
a  time  when  consumers  are  seeking  less  costly  health  coverage,  the  Division  will  continue  to  ensure  that 
those  who  sell  health  insurance  products  are  responsible  for  knowing  that  their  products  are  approved  and 
in  compliance  with  our  laws.  The  Division  also  commenced  a  national  market  conduct  examination  of 
the  UnumProvident  Corporate  Group.  In  concert  with  other  state  insurance  regulators,  the  Division  is 
reviewing  the  member  insurers'  group  and  individual  disability  income  claims  and  policy  administrative 
practices. 

On  the  front  lines  everyday  for  consumers  is  the  Division's  Consumer  Service  section,  which  in  2003 
responded  to  more  than  40-thousand  consumer  inquiries  and  recovered  nearly  $2  million  for 
policyholders.  I  invite  you  to  review  the  dedicated  work  and  accomplishments  of  the  Division  of 
Insurance  staff  during  2003  and  welcome  any  questions  or  comments  you  may  have. 

Respectfully  submitted, 


tfulianne  M.  Bowler 
Commissioner  of  Insurance 


Division  of  Insurance 
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Financial  Surveillance  & 
Company  Licensing 

The  Financial  Surveillance  section  monitors  the  solvency  of  Massachusetts' 
91  domestic  insurance  companies,  which  are  among  the  1,371  insurance 
companies  licensed  or  authorized  to  transact  insurance  business  in  the 
Commonwealth.  Included  in  this  number  are  life  insurers,  accident  and 
health  insurers,  property  &  casualty  insurers,  health  maintenance 
organizations,  fraternal  benefit  societies,  title  insurers,  surplus  lines  insurers 
and  reinsurers.  Financial  Surveillance  also  monitors  transactions  entered 
into  by  Massachusetts'  domestic  insurers. 

The  Company  Licensing  staff  is  responsible  for  the  review  and  processing  of 
all  applications  from  insurers  seeking  to  obtain  or  amend  licenses  to  transact 
insurance  business  in  the  Commonwealth.  During  2003,  twenty- three 
insurers  were  newly  licensed  and  sixteen  others  received  approval  to  amend 
their  licenses  to  sell  additional  lines  of  insurance. 

The  Financial  Surveillance  &  Company  Licensing  staff  also  processes 
license  certifications,  analyzes  annual  statement  filings  and  manages  other 
revenue  collections  that  resulted  in  approximately  $450,000  in  revenue  in 
2003. 

In  December  2002  and  May  2003,  the  Division  of  Insurance  approved 
petitions  submitted  by  The  Savings  Bank  Life  Insurance  Company  of 
Massachusetts  and  Massachusetts  Mutual  Life  Insurance  Company 
respectively  to  exceed  the  "safety  fund"  limit  set  forth  in  M.G.L.  Chapter 
175,  section  141  by  the  amount  of  the  net  admitted  deferred  tax  asset  due  to 
a  change  in  statutory  accounting  principles,  which  requires  deferred  taxes  to 
be  treated  as  an  asset. 
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Financial  Examination 

The  Financial  Examination  section  plays  a  vital  role  in  monitoring  the 
solvency  of  insuring  organizations  chartered  in  Massachusetts,  principally 
by  conducting  on-site  audits  of  domestic  licensees.  In  2003,  Massachusetts 
was  the  domicile  of  fifty-six  property/casualty  insurers,  nineteen  life, 
accident  and  health  insurers,  two  title  insurance  companies,  nine  health 
maintenance  organizations,  two  lodge  fraternal  organizations,  three  medical 
service  corporations,  twenty-five  workers'  compensation  self-insured 
groups,  a  number  of  residual  market  pools,  (e.g.,  FAIR  Plan  and 
Commonwealth  Automobile  Reinsurers)  and  over  one  hundred  fifty  fraternal 
benefit  societies.  In  2003,  these  licensed  or  approved  insurers  wrote  a  total 
of  $54.8  billion  in  direct  premium  worldwide. 

The  statutory  requirement  for  the  examination  of  insurance  companies  and 
health  maintenance  organizations  is  every  five  years,  three  years  for  self- 
insured  workers'  compensation  groups,  three  years  for  medical  service 
corporations,  (e.g.,  Blue  Cross  and  Blue  Shield  of  Massachusetts)  and  three 
years  for  fraternal  organizations.  The  examination  schedule  may  be 
accelerated  if  regulatory  needs  arise. 

In  2003,  the  Financial  Examination  section  completed  examinations  of 
twenty-four  insuring  organizations.  The  section  continued  its  special 
purpose  examinations  of  domestic  managed  care  organizations  to  evaluate 
their  premium  rate  setting  processes.  Examinations  were  also  conducted  of 
twenty-five  fraternal  benefit  societies.  Thirty-one  examinations  were  in 
progress  at  year's  end. 

Insurers  undergoing  examination  by  Division  staff  are  charged  $300.00  per 
day  per  examiner  plus  expenses.  In  fiscal  year  2003,  examination  revenues 
totaled  $707,000.  Massachusetts  domiciled  life  insurers  are  assessed 
annually  for  the  actuarial  valuation  and  certification  of  their  reserves. 
Assessments  paid  in  2003  for  calendar  year  2002  totaled  $546,000.  The 
Division  also  collects  state  taxes  on  the  excess  and  surplus  lines  business 
written  by  special  brokers  licensed  in  Massachusetts.  Collections  in 
calendar  year  2003  totaled  $21.3  million. 
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FINANCIAL  EXAMINA  TION  REPOR  TS  ISSUED 
AS  OF  DECEMBER  3L  2003 


Nationwide 

Massachusetts 

Type 

Direct  Premium 

Direct  Premium 

Surplus 

Archdiocese  of  Boston  Self-Insured  Group 

SIG 

$4,504 

$4,504 

$10,005 

Blue  Cross  Blue  Shield  of  MA,  Inc.  Target  Exam 

H 

n/a 

n/a 

n/a 

Boston  Mutual  Life  Insurance  Company 

L 

188,842 

53,256 

56,964 

Catholic  Association  of  Foresters 

F 

305 

222 

2,361 

CIGNA  HealthCare  of  MA,  Inc.  Target  Exam 

H 

n/a 

n/a 

n/a 

Commonwealth  Manufacturers  Comp.  Corp.  (TPA  Assoc.) 

SIG 

0 

0 

0 

ConnectiCare  of  MA,  Inc.  Target  Exam 

H 

n/a 

n/a 

n/a 

Delta  Dental  of  MA,  Inc. 

H 

285,688 

285,688 

100,325 

Fallon  Community  Health  Plan,  Inc. 

H 

586,114 

586,114 

64,403 

Fallon  Community  Health  Plan,  Inc.  Target  Exam 

H 

n/a 

n/a 

n/a 

Fallon  Health  &  Life  Assurance  Company 

L 

229 

229 

3,420 

First  Allmerica  Financial  Life  Insurance  Co. 

L 

175,463 

9,692 

523,466 

Liberty  Mutual  Insurance  Co,  Target  Examination 

P&C 

n/a 

n/a 

n/a 

Liberty  Mutual  Fire  Insurance  Co.  Target  Examination 

P&C 

n/a 

n/a 

n/a 

Mass.  Automotive  Compensation  Corp.  (TPA  Assoc.) 

SIG 

0 

0 

0 

Mass.  Homeland  Ins.  Co.  (One  Beacon  Group) 

P&C 

224,257 

224,257 

9,531 

Massachusetts  Biotechnology  Self  Insurance  Group  (Chubb) 

SIG 

46 

46 

0 

Massachusetts  Electronics  Industry  Group  (Chubb) 

SIG 

605 

605 

0 

MIIA  Property-Casualty  Group,  Inc. 

SIG 

19,920 

19,920 

59,180 

Medical  Profess.  Mutual  Ins.  Co.  Target  Exam 

P&C 

n/a 

n/a 

n/a 

One  Health  Plan  of  MA,  Inc. 

H 

11,235 

11,235 

1,313 

One  Health  Plan  of  MA,  Inc.  Target  Examination 

H 

n/a 

n/a 

n/a 

Pro  Select  insurance  Company  Target  Examination 

P&C 

n/a 

n/a 

n/a 

Tufts  Associated  HMO,  Inc.  Target  Exam 

P&C 

n/a 

n/a 

n/a 

Total 

$1,497,208 

$1,195,768 

S830.968 

Legend: 

F  =  Fraternal  Benefit  Association 
LAH  =  Life,  Accident  &  Health 
P&C  =  Property/Casualty 
H  =  Health  Entity 

O  =  Non  Risk  Bearing  Insurance  Entity 
SIG  =  Self-Insured  Group 
T  =  Title  Insurance  Company 
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FINANCIAL  EXAMINA  TIONS  IN  PROGRESS 
AS  OF  DECEMBER  3L  2003 

Nationwide  Massachusetts 


Type 

Direct  Premium 

Direct  Premium 

Surplus 

DOI  Staffed  Examinations  In  Progress 

Arrow  Mutual  Insurance  Company 

P&C 

4,611 

4,485 

27,045 

Bunker  Hill  Insurance  Company  (Plymouth  Rock  Group) 

P&C 

28,765 

28,765 

8,590 

Eastern  Casualty  Insurance  Company 

P&C 

6,415 

4,494 

45,989 

Holyoke  Mutual  Ins.  Co  in  Salem 

P&C 

85,892 

58,464 

45,476 

Employers  Fire  Insurance  Company  (OneBeacon  Group) 

P&C 

1 18,629 

25,090 

42,890 

American  Employers  Ins.  Company  (OneBeacon  Group) 

P&C 

280,262 

15,278 

103,689 

New  England  Life  Insurance  Company 

L 

2,049,234 

230,278 

157,934 

Northern  Assurance  Co.  of  America  (One  Beacon  Group) 

P&C 

184,896 

27,956 

115,974 

OneBeacon  American  Ins.  Co.  (OneBeacon  Group) 

P&C 

689,608 

95,410 

382,723 

Health  New  England 

H 

183,316 

183,316 

10,420 

Pilgrim  Insurance  Company  (Plymouth  Rock  Group) 

P&C 

48,091 

48,091 

4,622 

Plymouth  Rock  Assurance  Corp.  (Plymouth  Rock  Group) 

P&C 

145,610 

142,715 

67,584 

Supreme  Council  of  the  Royal  Arcanum 

F 

2,830 

461 

11,263 

Subtotal  -  DOI  Staffed  Examinations 

3,828,159 

864,803 

1,024,199 

Field  Work  Completed  -  Report  in  Process 

Commonwealth  Automobile  Reinsurers 

0 

0 

0 

0 

Subtotal  -  Reports  In  Process 

0 

0 

0 

Contracted  Examinations  In  Progress 

CIGNA  HealthCare  of  MA,  Inc 

H 

186,898 

186,898 

194,722 

Boston  Old  Colonv  Insurance  Comnanv 

P&C 

128,086 

89,743 

13,785 

ConnectiCare  of  MA,  Inc. 

H 

14,631 

14,631 

2,187 

Harvard  Pilgrim  Health  Care 

H 

1,151,209 

1,151,209 

140,160 

Pilgrim  Health  Care 

H 

912,593 

886,570 

112,033 

John  Hancock  Life  Ins.  Co 

H 

10,923,026 

3,572,914 

3,514,141 

John  Hancock  Variable  Life  Ins.  Co. 

L 

1,703,168 

133,441 

587,093 

Paul  Revere  Life  Ins  Co. 

L 

846,489 

23,801 

911,413 

Paul  Revere  Variable  Life  Ins.  Co. 

L 

31,967 

873 

134,708 

Tufts  Associated  HMO,  Inc. 

H 

2,306,733 

2,306,733 

188,536 

Subtotal  -  Contract  Exams  in  Progress 

18,204,800 

8,366,813 

5,798,778 

Field  Work  Completed  -  Report  in  Process  -  Contracted 

Arbella  Muftial  Insurance  Co 

P&C 

460,860 

460,860 

213,032 

Arbella  Protection  Insurance  Co. 

P&C 

155,305 

126,129 

38,629 

Arbella  Indemnity  Insurance  Co. 

P&C 

11,955 

9,253 

11,233 

Arbella  Life  &  Health  Insurance  Co. 

L 

4,310 

4,310 

5,550 

Commonwealth  Mutual  Insurance  Co. 

P&C 

27,463 

27,463 

5,500 

Commonwealth  Reinsurance  Company 

P&C 

0 

0 

7,125 

Subtotal 

659,893 

628,015 

281,069 

Total  -  DOI  and  Contracted  Examinations 

$22,692,852 

$9,859,631 

$7,104,046 
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Market  Conduct 

The  Market  Conduct  section  is  responsible  for:  (1)  monitoring  the 
compliance  of  domestic  and  foreign  licensed  entities  with  Massachusetts 
insurance  laws  and  regulations;  (2)  conducting  and  supervising  market 
conduct  examinations;  (3)  ensuring  that  settlements  of  insurance  class  action 
lawsuits  are  implemented  in  fairness  to  consumers;  and  (4)  participation  in 
National  Association  of  Insurance  Commissioners  ("NAIC")  market  conduct 
working  groups.  The  activities  of  the  Market  Conduct  section  in  2003 
included: 

•  Initiation  of  a  multi-state  market  conduct  examination  of  companies  in 
the  UnumProvident  Corporate  Group,  including  Massachusetts  domestic 
Paul  Revere  Life  Insurance  Company.  In  conjunction  with  other  lead 
states  Maine  and  Tennessee,  the  Division  is  examining  the  claims 
handling  and  policy  administrative  practices  of  the  companies'  individual 
and  group  disability  insurance  operations  on  a  nationwide  basis; 

•  Initiation  of  forty-six  (46)  limited  scope  market  conduct  examinations 
including:  Eighteen  (18)  domestic  life  insurers  concerning  the  U.S. 
Patriot  Act;  Twenty-five  (25)  property  and  casualty  insurers  concerning 
Safe  Driver  Insurance  Plan  ("SDIP")  premium  adjustments;  One  (1) 
domestic  life  insurer  concerning  its  disability  claims  handling  and  policy 
administrative  practices;  One  (1)  domestic  life  insurer  concerning 
policyholder  service  and  other  targeted  areas;  One  (1)  foreign  life  and 
health  insurer  concerning  marketing  and  sales  practices  for  health 
insurance  products. 

•  Initiation  of  six  (6)  comprehensive  market  conduct  examinations  of 
domestic  life  and  property  and  casualty  insurers; 

•  Completion  of  two  (2)  limited  market  conduct  examinations  of  domestic 
life  insurers  in  response  to  ratings  downgrades  and  resulting  increase  in 
surrender  and  replacement  activity. 


2003  Annual  Report 


Division  of  Insurance 


6 


Special  Investigations  &  Enforcement 

The  Special  Investigations  staff  pursues  allegations  of  misconduct  by 
Division  licensees  including  insurance  producers,  advisors,  public  adjusters, 
insurance  companies  and  health  maintenance  organizations.  These 
investigations  include  the  review  of  documented  evidence  supporting 
allegations  of  unfair  methods  of  competition,  unfair  and  deceptive  acts  or 
trade  practices  and  other  violations  of  insurance  law  and  regulations. 
Referrals  come  from  the  general  public,  other  state  and  federal  investigative 
and  prosecutorial  agencies  as  well  as  other  sections  within  the  Division  of 
Insurance. 

Enforcement  actions  include  letters  of  reprimand,  cease  and  desist  orders, 
the  establishment  of  compliance  programs,  license  sanctions  such  as 
revocation  or  suspension  and  the  imposition  of  civil  fines  or  assessments 
through  negotiated  settlements  or  administrative  hearings.  Special 
Investigators  or  enforcement  counsel  make  referrals  to  federal  and  state 
government  agencies  and  report  evidence  of  criminal  activity  to  the 
appropriate  law  enforcement  authority.  Enforcement  actions  are  reported  to 
the  National  Association  of  Insurance  Commissioners'  Regulatory 
Information  Retrieval  System  and  posted  on  the  Division's  website. 

For  calendar  year  2003,  Special  Investigations  and  Enforcement: 

•  Opened  355  cases; 

•  Closed  322  cases,  resulting  in  $1,431,210  in  fines  and  assessments  and 
$168,158  in  restitution; 

•  Suspended  or  revoked  49  licenses  and  issued  135  cease  and  desist  orders; 

•  Referred  155  cases  for  enforcement  action. 
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Consumer  Service 

The  Consumer  Service  staff  responds  to  inquiries  and  assists  consumers  in 
resolving  complaints  against  insurers,  producers  and  other  licensees.  In 
addition  to  providing  consumers  with  general  insurance  information, 
Consumer  Service  also  advises  consumers  of  their  options  and  rights  under 
their  policies,  state  laws  and  regulations.  In  2003,  the  staff  resolved  2,197 
written  complaints  and  recovered  $1,938,845  for  consumers. 

Consumer  Service  maintains  a  database  that  lists  complaints  and  inquiries 
received.  The  complaint  log  may  indicate  patterns  of  unfair  or  deceptive 
insurance  practices  by  an  insurer,  producer  or  other  licensee.  When 
appropriate,  information  is  referred  to  Special  Investigations  &  Enforcement 
for  further  action.  "Slow  pay"  patterns  and  other  questionable  industry 
trends  are  brought  to  the  attention  of  the  Division's  Financial  Surveillance 
staff,  as  these  may  be  early  indicators  of  liquidity  or  solvency  problems. 


2003  Activity 

Month 

Contacts 

Phone 

Cases 

Internet 

Recovery 

January 

4,116 

3,944 

171 

1 

$ 

74,570 

February 

3,440 

3,275 

159 

6 

$ 

132,270 

March 

3,984 

3,804 

174 

6 

$ 

172,179 

April 

3,514 

3,334 

176 

4 

$ 

73,567 

May 

3,380 

3,235 

142 

3 

$ 

235,816 

June 

3,360 

3,153 

203 

4 

$ 

51,930 

July 

3,583 

3,402 

180 

1 

$ 

551,794 

August 

3,572 

3,375 

196 

1 

$ 

14,088 

September 

3,581 

3,409 

171 

1 

$ 

251,613 

October 

3,459 

3,297 

162 

0 

$ 

88,822 

November 

2,707 

2,447 

256 

4 

$ 

139,938 

December 

2,861 

2,654 

207 

0 

$ 

152,258 

Total 

41,557 

39,329 

2,197 

31 

$1,938,845 

Contacts:  all  phone  calls,  letters  and  other  communication  with  consumers  received  by  Consumer  Service. 

Phone:  all  phone  calls  received  by  Consumer  Service. 

Cases:  all  consumer  issues  that  are  actively  pursued  by  Consumer  Service. 

Internet:  cases  and  inquiries  received  via  the  internet. 

Recovery:  the  total  amount  of  money  received  by  consumers  who  have  requested  intervention. 
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Board  of  Appeal  on  Motor  Vehicle 
Liability  Policies  &  Bonds 

Massachusetts  General  Law  Chapter  26  section  8A  established  the  Board  of 
Appeal  to  hear  appeals  of  motor  vehicle  accident  surcharges  issued  in 
accordance  with  the  Massachusetts  Safe  Driver  Insurance  Plan  ("SDIP"), 
decisions  of  the  Registrar  of  Motor  Vehicles  and  automobile  insurance 
cancellations. 

The  SDIP  is  mandated  by  state  law  to  establish  classifications  of  risks  to 
reflect  the  driving  records  of  insureds  and  adjust  premiums  based  in  part  on 
the  predictive  value  of  past  driving  experience.  The  SDIP  encourages  safe 
driving  by  rewarding  drivers  who  do  not  cause  accidents,  incur  traffic  law 
violations  or  have  property  damage  claims  with  a  credit  to  their  automobile 
insurance  premiums,  and  discourages  unsafe  driving  by  requiring  high-risk 
drivers  to  pay  a  greater  share  of  insurance  costs.  A  three-member  panel, 
consisting  of  representatives  of  the  Registrar  of  Motor  Vehicles,  the 
Attorney  General  and  the  Commissioner  of  Insurance,  conducts  appeals 
from  actions  of  the  Registrar  of  Motor  Vehicles.  These  appeals  reflect 
license  suspensions  ranging  in  duration  from  thirty  days  to  lifetime 
suspensions. 

In  2003  the  Board  of  Appeal  conducted: 

•  34,878  appeals  of  SDIP  surcharges; 

•  3,817  appeals  of  Registrar  of  Motor  Vehicles  actions  and; 

•  378  appeals  of  automobile  insurance  cancellations. 

In  2003  the  Board  of  Appeal  generated  revenues  of: 

•  $  1 ,779,900       from  surcharge  appeals  filed; 

•  $  1 42,200       from  Registrar  of  Motor  Vehicles  appeals  filed  and; 

•  $962        from  record  certification  fees. 


$  1 ,923,062        2003  Calendar  Year  Revenue 
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State  Rating  Bureau 

The  State  Rating  Bureau  ("SRB")  serves  as  a  consumer  representative  in 
hearings  on  the  appropriateness  of  rates  filed  by  auto,  workers' 
compensation  and  health  insurance  carriers,  including  Blue  Cross  and  Blue 
Shield  of  Massachusetts.  The  SRB  reviews  life,  health  (including  Medicare 
Supplement),  property,  liability  insurance  policies  and  rates,  as  well  as 
health  maintenance  organizations  and  preferred  provider  arrangement 
applications  for  compliance  with  applicable  laws  and  regulations.  The  SRB 
also  provides  technical  advice  to  the  Commissioner  on  oversight  of  the  auto, 
workers'  compensation,  health  and  other  insurance  markets. 

Following  is  a  summary  of  the  SRB's  major  activities  and  accomplishments 
in  the  course  of  carrying  out  its  responsibilities  in  2003: 

Private  Passenger  Automobile 

•  Participated  in  the  annual  private  passenger  automobile  insurance  rate 
hearings,  which  included:  cross-examination  of  auto  insurance  industry 
witnesses,  review  of  industry  filings  and  submission  of  SRB  advisory 
filing  and  brief.  The  Commissioner's  decision  in  the  case  resulted  in  a 
2.5%  average  increase  to  the  overall  rate  from  2003  to  2004,  representing 
a  reduction  in  premium  of  approximately  $402  million  from  the  rate 
request  filed  by  the  Automobile  Insurers  Bureau. 

•  Participated  in  hearings  regarding  private  passenger  automobile 
insurance  rate  deviations  sought  under  M.G.L.  c.  175,  section  113B, 
popularly  known  as  "safe  driver  discounts". 

•  Reviewed  and  approved  1,847  auto  insurance  group  marketing  discounts 
off  of  2003  rates  under  M.G.L.  c.  175,  section  193R,  which  are  available 
to  more  than  three  million  eligible  members.  Disapproved  21  requests. 

•  Catalogued  and  posted  on  the  Division's  website  auto  insurers'  premium 
installment  plans  available  under  M.G.L.  c.  175,  section  193B. 
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Workers '  Compensation 

•  Participated  in  the  workers'  compensation  insurance  rate  hearings,  which 
included:  cross-examination  of  industry  witnesses,  review  of  industry 
filings  and  submission  of  SRB  advisory  filing  and  brief.  The 
Commissioner's  decision  resulted  in  a  4.0%  decrease  to  the  overall  rate 
from  2003  to  2004,  representing  a  reduction  of  approximately  $135 
million  in  premium  from  the  rate  request  filed  by  the  Workers' 
Compensation  Rating  and  Inspection  Bureau  ("WCRIB"). 

•  Reviewed  and  approved  50  workers'  compensation  rate  deviations  in 
accordance  with  M.G.L.  c.  152,  section  53 A. 

•  As  a  result  of  a  stipulation  in  the  2003  workers'  compensation  insurance 
rate  hearings,  all  non-premium  workers'  compensation  income  will  be 
reported  by  the  WCRIB  to  the  Division  through  the  Workers' 
Compensation  Statistical  Plan. 

Health 

•  Completed  annual  accreditation  of  39  managed  care  plans  and  licensure 
of  12  health  maintenance  organizations  with  a  concentrated  focus  on  on- 
site  reviews  of  managed  behavioral  health  systems,  improving  provider 
directories  and  internal  control  systems  and  efforts  to  simplify 
administrative  claims  processes. 

•  Implemented  amendments  to  the  Medicare  Supplement  regulation  in 
order  to  permit  insurers  to  offer  limited  benefit  prescription  drug  benefit 
products  as  a  rider  to  non-prescription  drug  Medicare  Supplement  plans. 
Based  upon  federal  Medicare  guidelines,  the  amended  regulation  expands 
the  array  of  choices  for  Medicare-eligible  persons  by  permitting  a  lower 
cost  prescription  drug  product  as  of  January  1 ,  2004. 

•  Modified  guidelines  for  reporting  health  maintenance  organizations' 
utilization  statistics,  including  the  collection  of  statistics  relative  to 
behavioral  health  utilization.  Catalogued  and  posted  utilization  for 
inpatient  and  outpatient  services  on  the  Division's  website. 
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Policy  Form  and  Rate  Review 

•  Completed  the  review  of  5,953  life,  health  and  property  &  casualty 
insurance  rate  and  form  filings. 

•  During  calendar  year  2003,  policy  form  filing  fees  generated  income  of 
$313,800  and  rate  form  filing  fees  generated  income  of  $208,875  for  total 
revenues  of  $522,675. 

•  Completed  annual  statutory  credit  insurance  report  as  required  under 
M.G.L.  c.  175,  section  1 17C,  subsection  F  (2). 

Other  Property  &  Casualty 

•  Completed  annual  report  examining  the  state  of  the  homeowner 
insurance  market  as  required  by  Chapter  93  of  the  Acts  of  1996. 

•  Reviewed  and  approved  878  homeowner  insurance  group  marketing 
discounts  in  accordance  with  M.G.L.  c.  175,  section  193R,  which  are 
available  to  more  than  two  million  eligible  members. 

•  Reviewed  proposed  rates  submitted  by  the  Massachusetts  Property 
Insurance  Underwriting  Association  ("MPIUA"  also  known  as  the  FAIR 
Plan)  for  homeowner  insurance.  Negotiated  a  rate  increase  of  3.88% 
with  MPIUA  and  entered  into  a  stipulated  agreement  that  was  approved 
by  the  Commissioner. 
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A  dm  in  istration 

The  Administration  section  manages  the  Division's  internal  operations, 
including  human  resources,  budget  and  spending  plans,  purchasing  of 
commodities  and  services,  processing  of  accounts  receivable  and  billable 
and  physical  plant  operations.  In  fiscal  year  2003,  the  Administration 
section  collected  $67,151,812  in  revenue  for  the  Commonwealth's  General 
Fund  and  other  accounts  and  administered  an  operational  budget  of 
$8,685,881. 

The  Administration  section  also  led  the  project  team  that  successfully 
implemented  a  new  online  producer  appointment  processing  site  for  insurers 
and  streamlined  licensing  output  within  the  Producer  Licensing  section, 
resulting  in  a  decrease  in  production  and  mailing  costs. 

Management  Information  Systems 

The  Management  Information  Systems  ("MIS")  section  provides  technical 
service  and  support  to  all  sections  of  the  Division.  The  staff  is  responsible 
for  day-to-day  operations  of  the  Division's  telecommunications  system, 
local  area  network,  desktop  PCs,  licensing  applications  and  data  connections 
to  MAGNet,  the  Commonwealth's  mainframe,  as  well  as  the  private  data 
circuit  to  the  National  Association  of  Insurance  Commissioners. 

In  2003,  MIS  special  projects  and  progress  included: 

•  Implementation  of  a  streamlined  interface  for  processing  Individual  and 
Business  Entity  Producer  licenses  as  required  by  the  enactment  of 
Chapter  106  of  the  Acts  of  2002.  This  involved  the  conversion  of  15,000 
broker  licenses  and  180,000  agent  licenses  into  56,000  Producer  licenses, 
renewable  at  three-year  intervals. 
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Hearings  &  Appeals 

The  Commissioner  of  Insurance,  as  administrator  of  the  insurance  laws, 
must  conduct  hearings  on  a  wide  range  of  issues,  including  statewide 
insurance  rate  cases,  actions  taken  by  the  Division  against  its  licensees  and 
administrative  appeals,  including  those  from  decisions  of  the  residual  market 
entities  overseen  by  the  Commissioner.  These  matters  significantly  affect 
Massachusetts  consumers  and  businesses  and  are  the  top  priority  of  the 
Hearings  &  Appeals  staff.  The  administrative  hearing  process  offers  a 
flexible  alternative  to  litigation  and  allows  participants  to  benefit  from  the 
Commissioner's  expertise. 

In  2003,  rate  hearings  were  held  for  private  passenger  automobile  insurance, 
individual  insurers'  applications  to  deviate  from  fixed  and  established 
private  passenger  automobile  rates,  commercial  automobile  insurance, 
homeowners  insurance  available  through  the  FAIR  Plan,  Medicare 
supplement  insurance  and  workers'  compensation  insurance  and  conducted 
hearings  on  proposed  regulatory  changes  with  the  goal  of  fostering  a 
healthy,  competitive  insurance  marketplace. 

Hearings  and  Appeals  staff  maintains  all  official  records  of  cases  before  the 
Division,  issues  notices  of  public  hearings  and  ensures  prompt  public  access 
to  records,  many  of  which  may  be  obtained  at  the  Division's  website.  The 
Docket  Clerk  provides  assistance  to  consumers  and  industry  representatives 
who  have  questions  regarding  cases  or  who  wish  to  conduct  in-house 
reviews  of  case  records. 


2003  Annual  Report 


Division  of  Insurance 


14 


Office  of  the  General  Counsel 

The  Office  of  the  General  Counsel  provides  legal  support  and  advice  to  the 
Commissioner,  Division  staff,  consumers,  executive  and  legislative  branch 
members  and  other  interested  parties  in  the  Massachusetts  insurance 
marketplace.  Attorneys  research  and  draft  bulletins,  regulations  and 
interpretative  letters  on  Massachusetts  insurance  law,  analyze  insurance- 
related  legislation  and  frequently  serve  as  hearing  officers  in  administrative 
proceedings.  Attorneys  are  required  to  possess  general  knowledge  of  laws 
impacting  insurance  and  related  areas,  including  the  Massachusetts 
Administrative  Procedures  Act  and  the  Public  Records  Law. 

In  2003,  members  of  the  Office  of  the  General  Counsel  worked  on  a  variety 
of  insurance  company  transactions,  including  acquisitions,  asset  allocations 
and  reorganizations.  Staff  assisted  in  the  implementation  of  new  policy  on 
emerging  issues,  including  licensing  requirements,  electronic  commerce 
matters,  solvency  matters  and  federal  involvement  in  the  financial  services 
industry.  Attorneys  also  work  closely  on  the  defense  of  various  actions  in 
state  and  federal  courts  in  conjunction  with  the  Office  of  the  Attorney 
General. 

Members  of  the  Office  of  the  General  Counsel  also  serve  as  appointees  by 
the  Commissioner  to  an  advisory  committee  that  reviews  all  applications  for 
written  consent  to  engage  or  participate  in  the  business  of  insurance  under 
the  provisions  of  the  federal  Violent  Crime  Control  and  Law  Enforcement 
Act  of  1994,  18  U.S.C.  §1033. 
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Producer  Licensing 

The  Producer  Licensing  section  issues  licenses  to  qualified  individuals, 
corporations,  limited  liability  companies,  partnerships  and  qualified  Motor 
Clubs  as  producers,  advisers,  surplus  lines  brokers,  public  adjusters, 
reinsurance  intermediaries,  viatical  settlement  brokers  and  viatical 
settlement  representatives. 

Responsibilities  of  the  Producer  Licensing  section  include: 

•  Review  and  processing  of  all  new  and  renewal  applications; 

•  Processing  of  all  letters  of  certification  and  clearance  letters; 

•  Examination  of  all  licensing  records  and  documents  to  ensure  compliance 
with  applicable  Massachusetts  General  Laws,  regulations  and  agency 
guidelines; 

•  Maintaining  the  Division's  licensing  database,  testing  and  implementing 
the  new  appointment  and  renewal  website  and; 

•  Responding  to  approximately  5,500  licensing  inquiries  per  month  from 
insurers,  licensees  and  consumers. 

During  2003,  the  Division  issued  six  licenses  and  fifty-two  renewals  to 
banks,  allowing  for  the  sale  of  insurance  products.  There  are  currently  over 
55,000  active  producer  licensees  (individual  and  business  entity),  5,259 
active  Motor  Vehicle  Damage  Appraisers  and  approximately  1,600  active 
advisors,  surplus  lines  brokers,  reinsurance  intermediaries  and  public 
insurance  adjusters  in  the  Commonwealth.  Fiscal  year  2003  licensing 
activity  generated  $15,093,226  in  revenue  for  the  Commonwealth's  General 
Fund. 
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Acts,  Regulations  &  Bulletins 

Note:  The  summaries  provided  in  these  sections  should  not  be  interpreted 
as  the  Division's  formal  legal  interpretation  or  recommendation  nor  are  the 
summaries  inclusive  of  all  aspects  of  any  laws  enacted,  regulations 
promulgated  or  bulletins  issued  in  2003. 

Acts 


Chapter  4  of  the  Acts  of  2003 

An  Act  Making  Appropriations  for  Fiscal  Year  2003 

Chapter  4,  in  part,  amends  the  definitions  of  domestic  and  foreign 
corporations  as  regards  the  taxation  of  such  corporations  to  include  mutual 
holding  companies  subject  to  M.G.L.  c.  175,  sections  19F-19W. 

Chapter  9  of  the  Acts  of  2003 

An  Act  Relative  to  the  Administration  of  the  Tax  Laws 

Chapter  9,  in  part,  amends  M.G.L.  c.  175,  section  1 101  to  require  insurance 
companies  to  comply  with  the  terms  of  the  national  medical  support  notice 
issued  pursuant  to  the  Massachusetts  Child  Support  statute.  Notice  to  a 
custodial  parent  is  required  regarding  a  change  in  or  cancellation  of  a  child's 
health  insurance  coverage. 

Chapter  26  of  the  Acts  of  2003 

An  Act  Making  Appropriations  for  Fiscal  Year  2004 

Chapter  26,  in  part,  amends  M.G.L.  c.  175  by  adding  section  24E,  which 
creates  an  insurance  payment  intercept  program  that  requires  insurance 
companies  to  inquire  with  the  Commonwealth  to  determine  if  a  claimant 
owes  public  assistance  reimbursement  to  the  Commonwealth  prior  to  the 
insurance  company  issuing  payment  to  a  claimant. 
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Chapter  140  of  the  Acts  of  2003 

An  Act  Making  Appropriations  for  Fiscal  Year  2004 

Chapter  140,  in  part,  makes  technical  corrections  to  M.G.L.  c.  175,  section 
24E  and  additionally  creates  a  sub-section  to  section  24E  stating  that 
insurers  are  not  required  to  exchange  information  with  the  Commonwealth 
about  payments  to  a  third  party,  where  the  third  party  has  provided  the 
claimant  with  services  related  to  a  claim. 

Chapter  141  of  the  Acts  of  2003 

An  Act  Relative  to  Investments  in  Emerging  Technologies  to  Promote 
Job  Creation,  Economic  Stability  and  Competitiveness  in  the 
Massachusetts  Economy 

Chapter  141,  in  part,  includes  Health  Maintenance  Organizations  ("HMOs") 
within  the  scope  of  M.G.L.  c.  176D,  the  insurance  consumer  protection  law 
and  adds  several  new  sections  to  M.G.L.  c.  176G,  which  governs  the 
regulation  of  HMOs.  These  new  sections  impose  minimum  deposit,  net 
worth  and  capital  requirements  for  HMOs  and  grant  the  Division  of 
Insurance  the  authority  to  review  and  approve  mergers,  acquisitions  and 
inter/intra  company  transactions  within  HMO  holding  company  structures. 

Chapter  165  of  the  Acts  of  2003 

An  Act  Relative  to  Group  Marketing  Plans 

Chapter  165  waives  the  35%  participation  requirement  under  M.G.L.  c.  175, 
section  193R  for  all  group-marketing  plans  approved  and  in  effect  during 
2003.  This  law  is  necessary  in  order  to  ensure  that  group  marketing  plan 
participants  experience  uninterrupted  access  to  private  passenger  automobile 
insurance  through  their  groups. 

Regulations 

211  CMR  42.00,  The  Form  and  Contents  of  Individual  Accident  and 
Sickness  Insurance 

This  regulation  was  amended  in  conjunction  with  211  CMR  146.00  to 
permit  the  sale  of  specified  disease  insurance  plans  in  accordance  with 
enacted  changes  to  M.G.L.  c.  176M.  The  regulation  now  identifies  the  rate 
filing  requirements  for  specified  disease  products  submitted  to  the  Division 
of  Insurance. 
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211  CMR  43.00,  Health  Maintenance  Organizations 

This  regulation  was  amended  to  align  the  annual  HMO  licensure  process 
with  the  annual  managed  care  accreditation  process.  The  changes  were 
intended  to  streamline  insurer  filings  and  regulatory  review  in  order  to 
reduce  or  eliminate  unnecessary  or  duplicative  filing  requirements. 

211  CMR  57.00,  Recognition  of  the  2001  CSO  Mortality  Table  for  Use 
in  Determining  Minimum  Reserve  Liabilities  and  Non-Forfeiture 
Benefits 

This  regulation  was  promulgated  in  order  to  adopt  the  2001  CSO  Mortality 
Table  for  use  by  insurers  in  determining  minimum  life  reserve  liabilities  and 
nonforfeiture  benefits.  Insurers  may  use  the  2001  CSO  Mortality  Table  after 
January  1,  2004,  but  its  use  is  mandatory  beginning  on  January  1,  2009. 

211  CMR  71.00,  Medicare  Supplement  Insurance  and  Evidences  of 
Coverage  Issued  Pursuant  to  a  Risk  or  Cost  Contract  -  To  Facilitate  the 
Implementation  of  M.G.L.  c.  176K  and  the  federal  Social  Security  Act 
Amendments  of  1994 

This  regulation  was  amended  to  permit  the  offering  of  non-guaranteed 
renewable  alternative  benefit  riders  as  permitted  under  the  guidelines  of  the 
federal  Centers  for  Medicare  and  Medicaid  Services.  These  amendments 
define  benefits  that  can  be  included  in  riders,  disclosure  materials  to  be  used 
to  describe  benefits  within  riders  and  establish  guarantee  issue  rights  if 
insurers  should  choose  to  non-renew  benefit  riders  in  the  future. 

211  CMR  86.00,  Reductions  in  Premium  Charges  for  Private  Passenger 
Motor  Vehicles  and  Certain  Commercial  Motor  Vehicles  Equipped  with 
an  Anti-Theft  Mechanism 

This  regulation  was  amended  to  allow  for  an  additional  discount  category 
(Category  V)  under  Part  9  Comprehensive  coverage  of  the  Massachusetts 
Automobile  Insurance  Policy  for  those  policyholders  whose  motor  vehicles 
are  equipped  with  an  upgraded  vehicle  recovery  device. 

211  CMR  133.00,  Standards  for  the  Repair  of  Damaged  Motor  Vehicles 

This  regulation  was  amended  to  allow  damage  appraisals  to  consider  the 
lowest  overall  repair  cost  and  allow  damaged  glass,  under  certain 
circumstances  to  be  repaired  rather  than  replaced.  Additionally,  for  vehicles 
insured  on  policies  issued  or  renewed  after  January  1,  2004,  appraisals  are 
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not  required  to  reflect  the  use  of  rebuilt,  aftermarket  or  used  parts  of  like 
kind  and  quality  if  the  vehicle  has  been  driven  no  more  than  20,000  miles, 
unless  the  pre-accident  condition  warrants  otherwise. 

211  CMR  142.00,  Bank  Insurance  Sales 

This  regulation  was  amended  in  order  to  implement  changes  resulting  from 
the  enactment  of  Chapter  454  of  the  Acts  of  2002,  An  Act  Relative  to  Credit 
Unions,  which  granted  credit  unions  in  the  Commonwealth  similar 
authorities  as  banks  to  engage  in  insurance  sales  activity.  Included  in  the 
amendments  were  technical  corrections  amending  language  and  citations 
that  were  inconsistent  with  Chapter  106  of  the  Acts  of  2002,  An  Act 
Relative  to  the  Licensing  of  Insurance  Producers. 

211  CMR  146.00,  Specified  Disease  Insurance 

This  regulation  was  amended  in  conjunction  with  21 1  CMR  42.00  to  permit 
the  sale  of  individual  specified  disease  insurance  in  accordance  with  enacted 
changes  to  M.G.L.  c.  176M.  This  regulation  establishes  requirements  for 
minimum  benefit  levels  and  disclosure,  as  well  as  marketing  and  producer 
training.  Specified  disease  insurance  products  may  only  be  sold  on  an 
individual  basis  to  those  persons  who  have  an  underlying  health  insurance 
plan. 

Bulletins 
Bulletin  2003-01 

This  bulletin  clarifies  Massachusetts'  standard  nonforfeiture  law  in  relation 
to  annuity  contract  calculations  in  accordance  with  M.G.L.  c.  175,  section 
144A.  It  indicates  that  insurers  are  not  required  to  use  a  3%  interest  rate  in 
their  calculations  as  long  as  the  minimum  nonforfeiture  values  are  always 
greater  that  what  is  required  under  the  standard  nonforfeiture  law. 

Bulletin  2003-02 

This  bulletin  specifies  source  documents  that  indicate  those  off-label 
uses  of  prescription  drugs  that  are  required  to  be  covered  in  the  treatment 
of  cancer,  as  well  as  medically  necessary  services  associated  with  the 
administration  of  such  drugs  that  are  required  to  be  covered. 
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Bulletin  2003-03 

This  bulletin  informs  insurers  that  when  issuing  privacy  notices,  as  required 
under  the  federal  Health  Insurance  Portability  and  Accountability  Act  of 
1 996  ("HIPPA"),  they  should  also  issue  all  Massachusetts  state  protections 
as  identified  in  M.G.L.  c.  1751  that  are  not  otherwise  preempted  by  HIPPA. 

Bulletin  2003-04 

This  bulletin  informs  individual  accident  and  sickness  insurers  of  the  process 
the  Division  would  commence  as  of  April  30,  2003  to  improve  the  timely 
review  of  filings.  It  instructs  insurers  to  use  Division  product  approval 
checklists  to  assist  in  reviewing  compliance  with  statutory  and  regulatory 
requirements.  Insurers  were  also  informed  that  the  Division  would  contract 
with  external  actuaries  to  conduct  future  reviews  and  described  the  manner 
by  which  insurers  would  be  billed  for  actuarial  expenses  associated  with  the 
review  of  all  future  individual  accident  and  sickness  rate  filings. 

Bulletin  2003-05 

This  bulletin  clarifies  what  insured  health  plans  should  consider  adverse 
determination  in  relation  to  ongoing  courses  of  treatment  and  what  courses 
of  treatment  would  therefore  qualify  for  additional  patient  appeal  rights 
under  Massachusetts  managed  care  laws. 

Bulletin  2003-06 

No  bulletin  issued. 

Bulletin  2003-07 

This  bulletin  identifies  fee  increases  charged  by  the  Division  of  Insurance 
effective  July  1 ,  2003  to  applicable  licensees  and  appellants  to  the  Board  of 
Appeal  as  approved  by  the  Executive  Office  of  Administration  and  Finance. 

Bulletin  2003-08 

This  bulletin  provides  updated  licensing  requirements  and  standards  relative 
to  Chapter  106  of  the  Acts  of  2002,  the  Uniform  Producer  Licensing  law. 
Included  in  this  bulletin  is  the  process  for  transitioning  current  licensees  to 
producer  licensees  as  well  as  new  producer  licensing  fees  and  appointment 
fees. 
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Bulletin  2003-09 

This  bulletin  notifies  Medicare  Supplement  insurers  of  a  required  open 
enrollment  period  between  October  2,  2003  and  December  31,  2003  for 
persons  who  were  enrolled  in  the  Tufts  Secure  Horizons  Medicare  HMO 
plan  in  certain  areas  of  Essex  County.  As  indicated,  Medicare  Supplement 
insurers  were  to  enroll  any  impacted  Secure  Horizons  plan  members  who 
wished  to  purchase  Medicare  Supplement  insurance  coverage  by  January  1, 
2004. 

Bulletin  2003-10 

This  bulletin  presents  an  update  of  Medicare  Supplement  consumer 
information  to  all  insurers  offering  individual  accident  and  sickness  products 
in  Massachusetts.  It  notifies  insurers  that  they  are  required  to  distribute  the 
bulletin's  Medicare  Supplement  consumer  information  whenever  marketing 
any  accident  and  sickness  product  to  a  Medicare-eligible  person  in  the 
Commonwealth. 

Bulletin  2003-11 

This  bulletin  clarifies  that  Chapter  80  of  the  Acts  of  2000,  the  Mental  Health 
Parity  law,  requires  all  insurers  to  provide  mental  health  care  in  inpatient, 
intermediate  and  outpatient  care  settings.  It  specifies  that  insurers  are  to 
provide  access  to  intermediate  care  in  all  clinically  appropriate  settings  in 
order  to  be  in  compliance  with  the  law. 
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Massachusetts  Domestic  Companies  Financial  Information 

IV 

Surplus  Lines  Companies  General  Information 

V 

Direct  Premium  Written  For  Companies: 

Accident  &  Health/Collectively  Renewable 

VI 

Accident  &  Health/Group 

VII 

Accident  &  Health/Guaranteed  Renewable 

VIII 

Accident  &  Health/Non-Cancellable 

IX 

Accident  &  Health/Other 

X 

Aircraft  (All  Perils) 

XI 

Allied  Lines 

XII 

Boiler  &  Machinery 

xm 

Burglary  &  Theft 

XIV 

Commercial  Auto/No-Fault 

XV 

Commercial  Auto/Physical  Damage 

XVI 

Commercial  Auto/Liability 

XVII 

Commercial  Multiple  Peril/Liability 

XVIII 

Commercial  Multiple  Peril/Non-Liability 

XIX 

Credit  Accident  &  Health 

XX 

Credit 

XXI 

Crop  Multiple  Peril 

XXII 

Earthquake 

XXIII 
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Farmowners  Multiple  Peril  XXIV 

Federal  Flood  XXV 

Fidelity  XXVI 

Financial  Guaranty  XXVII 

Fire  XXVm 

Homeowners  Multiple  Peril  XXIX 

Inland  Marine  XXX 

Medical  Malpractice                         ,  XXXI 

Mortgage  Guaranty  XXXII 

Ocean  Marine  XXXIII 

Other  Accident  Only  XXXIV 

Other  Liability  XXXV 

Private  Passenger  Auto/No-Fault  XXXVI 

Private  Passenger  Auto/Physical  Damage  XXXVII 

Private  Passenger  Auto/Liability  XXXVIII 

Product  Liability  XXXIX 

Surety  XL 

Workers'  Compensation  XLI 
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